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TI TLE 26--1 NTERNAL REVENUE
( CONTI NUED)
COVPUTATI ON OF TAXABLE | NCOME- - Tabl e of Contents
Sec. 1.79-1 Goup-termlife insurance--general rules.

(a) What is group-termlife insurance? Life insurance is not group-
termlife insurance for purposes of section 79 unless it neets the
foll owi ng conditions:

(1) It provides a general death benefit that is excludable from
gross income under section 101(a).

(2) It is provided to a group of enployees.

(3) It is provided under a policy carried directly or indirectly by
t he enpl oyer.

(4) The anopunt of insurance provided to each enpl oyee i s conputed
under a fornula that precludes individual selection. This fornula nust
be based on factors such as age, years of service, conpensation, or
position. This condition may be satisfied even if the anmpunt of
i nsurance provided is determined under a limted nunber of alternative
schedul es that are based on the anobunt each enpl oyee elects to
contribute. However, the anount of insurance provided under each
schedul e nmust be conputed under a formula that precludes individua
sel ection.

(b) May group-termlife insurance be conbined with other benefits?
No part of the life insurance provided under a policy that provides a
per manent benefit is group-termlife insurance unl ess--

(1) The policy or the enployer designhates in witing the part of the
deat h benefit provided to each enployee that is group-termlife
i nsurance; and

(2) The part of the death benefit that is provided to an enpl oyee
and designated as the group-termlife insurance benefit for any policy
year is not less than the difference between the total death benefit
provi ded under the policy and the enpl oyee's deenmed death benefit (DDB)
at the end of the policy year determ ned under paragraph (d)(3) of this
section.

(c) May a group include fewer than 10 enpl oyees? (1) As a genera
rule, life insurance provided to a group of enployees cannot qualify as
group-termlife insurance for purposes of section 79 unless, at sone
time during the calendar year, it is provided to at least 10 full-tine
enpl oyees who are nmenbers of the group of enployees. For purposes of
this rule, all life insurance provided under policies carried directly
or indirectly by the enployer is taken into account in determning the
nunber of enployees to whomlife insurance is provided.

(2) The general rule of paragraph (c)(1) of this section does not
apply if the followi ng conditions are net:

(i) The insurance is provided to all full-tine enpl oyees of the
enpl oyer or, if evidence of insurability affects eligibility, to al



full-time enpl oyees who provide evidence of insurability satisfactory to
the insurer.

(ii) The anount of insurance provided is conputed either as a
uni form percentage of conpensation or on the basis of coverage brackets
established by the insurer. However, the anmount conputed under either
met hod may be reduced in the case of enployees who do not provide
evi dence of insurability satisfactory to the insurer. In general, no
bracket may exceed 2\1/2\ tines the next |lower bracket and the | owest
bracket must be at |east 10 percent of the highest bracket. However, the
i nsurer may establish a separate schedul e of coverage brackets for
enpl oyees who are over age 65, but no bracket in the over-65 schedul e
may exceed 2\1/2\ tinmes the next |ower bracket and the | owest bracket in
t he over-65 schedule nmust be at |east 10 percent of the highest bracket
in the basic schedul e.

(iii) Evidence of insurability affecting enployee's eligibility for
i nsurance or the ampunt of insurance provided to that enployee is
limted to a nedical questionnaire conpleted by the enpl oyee that does
not require a physical exam nation

(3) The general rule of paragraph (c)(1) of this section does not
apply if the followi ng conditions are net:

(i) The insurance is provided under a common plan to the enpl oyees
of two or nore unrel ated enpl oyers.

(ii) The insurance is restricted to, but mandatory for, al
enpl oyees of the enployer who belong to or are represented by an
organi zation (such as a
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union) that carries on substantial activities in addition to obtaining
i nsur ance.

(iii) Evidence of insurability does not affect an enpl oyee's
eligibility for insurance or the ampbunt of insurance provided to that
enpl oyee.

(4) For purposes of paragraph (c) (2) and (3) of this section,
enpl oyees are not taken into account if they are denied insurance for
the foll owi ng reasons:

(i) They are not eligible for insurance under the terns of the
policy because they have not been enployed for a waiting period,
specified in the policy, which does not exceed six months.

(ii) They are part-tinme enmpl oyees. Enpl oyees whose customary
enpl oynment is for not nore than 20 hours in any week, or 5 nonths in any
cal endar year, are presuned to be part-tine enpl oyees.

(iii) They have reached the age of 65.

(5) For purposes of paragraph (c) (1) and (2) of this section,

i nsurance is considered to be provided to an enpl oyee who elects not to
recei ve insurance unless, in order to receive the insurance, the

enpl oyee is required to contribute to the cost of benefits other than
termlife insurance. Thus, if an enployee could receive termlife

i nsurance by contributing to its cost, the enployee is taken into
account in determ ning whether the insurance is provided to 10 or nore
enpl oyees even if such enployee elects not to receive the insurance.
However, an enpl oyee who nmust contribute to the cost of pernanent
benefits to obtain termlife insurance is not taken into account in
deternm ning whether the termlife insurance is provided to 10 or nore
enpl oyees unless the termlife insurance is actually provided to such
enpl oyee.

(d) How much nust an enpl oyee receiving permanent benefits include



in inconme?--(1) In general. If an insurance policy that neets the
requi renments of this section provides permanent benefits to an enpl oyee,
the cost of the permanent benefits reduced by the amount paid for
per manent benefits by the enployee is included in the enployee's incone.
The cost of the permanent benefits is determ ned under the formula in
paragraph (d)(2) of this section.

(2) Formula for determ ning cost of the permanent benefits. In each
policy year the cost of the permanent benefits for any particul ar
enpl oyee nust be no | ess than

X( DDB<I NF>2</ | NF>- - DDB<I NF>1</ | NF>)

wher e

DDB<I NF>2</I NF> is the enpl oyee's deened death benefit at the end of
the policy year:

DDB<I NF>1</I NF> is the enpl oyee's deened death benefit at the end of
the preceding policy year; and

X is the net single premiumfor insurance (the prem um for one
dol I ar of paid-up whole-life insurance) at the enployee's attained age
at the beginning of the policy year

(3) Formula for determ ning deemed death benefit. The deened death
benefit (DDB) at the end of any policy year for any particul ar enpl oyee
is equal to:

R'Y

wher e

R is the net level premumreserved at the end of that policy year
for all benefits provided to the enployee by the policy or, if greater
the cash value of the policy at the end of that policy year; and

Y is the net single premiumfor insurance (the prem um for one
dol I ar of paid-up whole |ife insurance) at the enployee's age at the end
of that policy year

(4) Mortality tables and interest rates used. For purposes of
paragraph (d) (2) and (3) of this section, the net |level prem umreserve
(R) and the net single premium (X or Y) shall be based on the 1958 CSO
Mortality Table and 4 percent interest.

(5) Dividends. If an insurance policy that neets the requirenents of
this section provides permanent benefits, part or all of the dividends
under the policy nmay be includible in the enployee's incone. If the
enpl oyee pays nothing for the permanent benefits, all dividends under
the policy that are actually or constructively received by the enpl oyee
are includible in the enployee's incone. In all other cases, the anopunt
of dividends included in the enployee's income is equal to

(D+C) - - (PI +DI +AP)

wher e

Dis the total ampunt of dividends actually or constructively
recei ved under the policy by the enployee in the current and al
precedi ng taxabl e years of the enpl oyee;

Cis the total cost of the permanent benefits for the current and
all preceding taxable
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years of the enployee deternm ned under the formnulas in paragraph (d) (2)
and (6) of this section:

Pl is the total anmount of prem umincluded in the enployee's incone
under paragraph (d)(1) of this section for the current and all preceding
taxabl e years of the enployee;

DI is the total anount of dividends included in the enployee's
i ncome under this paragraph (d)(5) in all preceding taxable years of the
enpl oyee; and

AP is the total amount paid for pernmanent benefits by the enployee
in the current and all preceding taxable years of the enpl oyee.

(6) Different policy and taxable years. (i) If a policy year begins
in one enpl oyee taxable year and ends in another enpl oyee taxable year
the cost of the permanent benefits, determ ned under the fornula in
par agraph (d)(2) of this section, is allocated between the enpl oyee
t axabl e years.

(ii) The cost of permanent benefits for a policy year is allocated
first to the enployee taxable year in which the policy year begins. The
cost of permanent benefits allocated to that policy year is equal to:

Fx C

wher e

Fis the fraction of the premumfor that policy year that is paid
on or before the |last day of the enpl oyee taxable year; and

Cis the cost of permanent benefits for the policy year determ ned
under the fornula in paragraph (d)(2) of this section

(iii) Any part of the cost of permanent benefits that is not
allocated to the enpl oyee taxable year in which the policy year begins
is allocated to the subsequent enpl oyee taxable year

(iv) The cost of permanent benefits for an enpl oyee taxable year is
the sum of the costs of permanent benefits allocated to that year under
par agraph (d)(6) (ii) and (iii) of this section.

(7) Exanple. The provisions of this paragraph may be illustrated by
the foll owi ng exanpl e:

Exampl e. An enpl oyer provides insurance to enpl oyee A under a policy
that meets the requirenments of this section. Under the policy, A who is
47 years old, received $70,000 of group-termlife insurance and el ects
to receive a permanent benefit under the policy. A pays $2 for each
$1, 000 of group-termlife insurance through payroll deductions and the
enpl oyer pays the remai nder of the premiumfor the group-termlife
i nsurance. The enpl oyer al so pays one half of the prem um specified in
the policy for the permanent benefit. A pays the other half of the
premi um for the permanent benefit through payroll deductions. The policy
speci fies that the annual prem um paid for the permanent benefit is
$300. However, the anmount of premium allocated to the permanent benefit
by the formula in paragraph (d)(2) of this section is $350. Ais a
cal endar year taxpayer; the policy year begins January 1. In year 2000,
$200 is includible in A's inconme because of insurance provided by the
enpl oyer. This anpunt is conputed as foll ows:

(1) Cost of permanent benefits........... .. .. ... .. .. .. ... ...... $350
(2) Anpunts considered paid by A for permanent benefits (\1/2\ 150
X B300) . .



(3) Line (1) minus line (2)..... ... 200

(4) Cost of $70,000 of group-termlife insurance under Table | 126
Of SecC. 1. 79- 3.
(5) Cost of $50,000 of group-termlife insurance under Table | 90
Of SecC. 1. 79- 3.
(6) Cost of group-terminsurance in excess of $50,000 (line 36
(4) minus 1ine(5)) . ... e
(7) Anmopunt considered paid by A for group-termlife insurance 140
(70 X B2 .o e
(8) Line (6) minus Iine (7) (but not less than 0)............. 0
(9) Anount includible in income (line (3) plus line (8))...... 200

(e) What is the effect of State law limts? Section 79 does not
apply to life insurance in excess of the limts under applicable state
| aw on the ampunt of life insurance that can be provided to an enpl oyee
under a single contract of group-termlife insurance.

(f) Cross references. (1) See section 79(b) and Sec. 1.79-2 for
rules relating to group-termlife insurance provided to certain retired
i ndi vi dual s.

(2) See section 61(a) and the regul ations thereunder for rules
relating to life insurance not meeting the requirements of section 79,
this section, or Sec. 1.79-2, such as insurance provided on the life of
a non-enpl oyee (for exanple, an enployee's spouse), insurance not
provi ded as conpensation for personal services perfornmed as an enpl oyee,
i nsurance not provided under a policy carried directly or indirectly by
the enpl oyer, or permanent benefits.

(3) See sections 106 and Sec. 1.106-1 for rules relating to certain
i nsurance that does not provide general death benefits, such as trave
i nsurance or accident and health insurance (including anpunts payabl e
under a double indemity clause or rider).

(g) [Reserved]

(h) Effective date. Section 1.79-0 applies to insurance provided in
enpl oyee taxabl e years begi nning on or after January 1, 1977 (except as
provi ded in
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26 CFR 1.79-1(g) (revised as of April 1, 1983) with respect to insurance
provi ded in enpl oyee taxable years beginning in 1977). Sections 1.79-1
through 1.79-3 apply to insurance provided in enployee taxable years
begi nni ng after Decenber 31, 1982. See 26 CFR 1.79-1 through 1.79-3
(revised as of April 1, 1983) for rules applicable to insurance provided
i n enpl oyee taxabl e years begi nning before January 1, 1983.

(Secs. 79(c) and 7805 of the Internal Revenue Code of 1954 (78 Stat. 36,
26 U.S.C. 79(c); 68A Stat. 917, 26 U.S.C. 7805))

[T.D. 7623, 44 FR 28797, May 17, 1979, as anmended by T.D. 7917, 48 FR
45762, Oct. 7, 1983; T.D. 7924, 48 FR 54595, Dec. 6, 1983; T.D. 8821, 64
FR 29790, June 3, 1999]



